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Introduction
From the 1960s until the late 1980s, the Anglo-Saxon model of capitalism was called into question. It was easy to point out that many countries, such as Germany, Sweden and Japan, seemed to outperform the United States and other countries characterized by more unbridled market capitalism. The 1990s, however, entailed a resurgence of the U.S. relative to other rich countries in terms of economic growth, job creation and technological leadership.
This change in the previous trend has stirred a lively debate as to whether we are now witnessing a general convergence towards the Anglo-Saxon model. Or, to use the terminology of Kitschelt et al. (1999) , is there a general movement away from various systems of coordinated market economies (CMEs) towards a more uniform system of a liberal market economy (LME)? Observers such as Freeman (2000) , Garrett (2000) and Kitschelt et al. (1999) claim that Katzenstein's (1985) conclusion still holds, i.e., despite current trends towards increased globalization and economic integration, there is still considerable leeway for individual countries to retain their distinctive politico-institutional character. In contrast, there are other scholars such as Feldstein (2000) , Hansmann and Kraakman (2000) and Audretsch and Thurik (2000) who project that the economic structure in virtually all countries is converging towards the Anglo-Saxon model of capitalism, albeit at different rates.
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The discussion about convergence was also lively in the 1950s and early 1960s, but with a distinctly different flavor. During the early postwar period, government influence expanded in most industrial countries, accompanied by high optimism regarding the state's potential to control the economy. These circumstances prompted Tinbergen (1961) to formulate the hypothesis that eastern and western economies would converge towards each other and eventually meet at a point where the degree of socialism and state control in western economies had achieved a considerably higher level than during the 1960s.
The Swedish case provides an instructive illustration of this debate. Among western countries, Sweden led the way towards Tinbergen convergence. But once the trend had shifted, Sweden became one among several countries whose business sector underwent the most rapid globalization. The purpose of this article is to analyze these two very different phases in the Swedish economy. A question of particular interest is why such an abrupt shift 1 Popularly this view is often referred to as "the Washington Consensus". A typical formulation of this process is the following: "Thus, despite the meaningfully different views initially held of the way the world does, and should work, powerful global competitive forces appear for now to be driving the economic and legal paradigms of many nations into closer alignment around a more competitive market capitalism." The quote is from a speech by Alan Greenspan, "Global Economic Integration: Opportunities and Challenges", given at a symposium sponsored by the Federal Reserve Bank of Kansas City, Jackson Hole, Wyoming on August 25, 2000. in the trend occurred in the early 1990s. Here, we attempt to trace the background and provide an explanation of this phenomenon. The shift in the trend which took place in Sweden was obviously part of overall international development. But, as we shall see, domestic developments and domestic economic history also had important effects. We focus on one aspect of Swedish economic policy, i.e., ownership policy, which is central to the ideas of convergence discussed here. We also consider the strong links between ownership policy and other areas of economic policy.
In section 2 we briefly characterize the development of ownership structure in postwar Sweden. Sections 3-4 explore various aspects of the ownership policy in effect from 1945 to the mid-1980s. We address the ideological foundations for the prevailing views on ownership and the importance of large vs. small firms for economic growth and renewal (section 3). In section 4 we document the economic policy instruments used by the Swedish government. In section 5 we document that the effects of the far-reaching policies pursued were not only as intended, but also as could be expected in accordance with basic economic theory. Next, we analyze the turning point and the conditions which precipitated it (section 6). Section 7 contains an analysis of the development since the mid-1980s, characterized by a rapid increase in the foreign ownership share of the Swedish private sector. Section 8 concludes.
A Stylized Representation of Swedish Ownership Policy and Structure
The ownership structure of Swedish firms has undergone dramatic transformation during the postwar period. The shift in the trend may be divided into two phases (in section 6 this will be examined in detail). The first extended from 1945 until the mid-1980s. Phase I was characterized by a substantial decline in household ownership. After having accounted for 80 percent of the total value of listed companies in the late 1940s, the share of household ownership in the business sector fell to approximately 20 percent by the end of the period.
Institutional ownership increased to a corresponding degree. During this phase, foreign ownership was limited by legislative impediments to acquisition of property and capital in Sweden. These rules were phased out during the 1980s and early 1990s.
Repeal of these laws coincided with the transition to Phase II and initiated a rapid increase in foreign ownership of Swedish firms. Between 1989 and 2001, the share of foreign ownership in Swedish listed companies rose from 7 to 43 percent (Sundin and Sundqvist 2001) . According to World Investment Report (UNCTAD 1999) , direct investments measured as a share of domestic gross investments were larger in Sweden than in any other country worldwide during the period 1995-97. In 2002, there was still no indication of a break in this trend. Evidence of this development includes the large number of takeovers of Swedish firms, mergers between Swedish and foreign companies, as well as relocation of headquarters and management from Sweden to other countries.
In a political perspective, the sharp contrast between these two phases seems paradoxical. During Phase I, ownership policy was shaped under the influence of a long-run socialist vision, embedded in the ideology of the Social-Democratic Party. A clear-cut pattern in this policy was to undermine individual ownership. The explicit objective was some kind of collective/ public ownership of the business sector (see section 3). This period came to a definitive end when the Swedish wage-earner fund scheme, set up in the early 1980s, was abolished in 1992.
Phase II witnessed rapid takeover of the Swedish business sector by foreign owners. Today, it appears as if the original socialist vision has never been more remote. This political transformation is not easily explainable. The Social-Democratic Party (SAP) has been the dominant force in Swedish politics throughout the postwar period, and the policies pursued during both phases were supported by a majority in Parliament. Indeed, the radical transformation of ownership policy has never been subjected to serious ideological debate.
The Government has upheld the growth of foreign ownership primarily in terms of liberal arguments. But this has not prevented the SAP from claiming -most recently in the draft of its new platform (2001) -to be an anti-capitalist party. An outline of ownership policy and structure during Phases I and II is shown in Table 1 .
Given the nearly nonexistent debate in Sweden, it might be tempting to attribute the dramatic transformation of ownership policy to a change in global conditions. During Phase I, government influence expanded in most industrial countries, accompanied by high optimism regarding the state's potential to control the economy, which among other things resulted in the Tinbergen (1961) convergence hypothesis. In the late 1960s and throughout most of the 1970s, many observers -and members of the Swedish political elite in particular -perceived Sweden as a leader in this respect among western countries.
As of the late 1970s, however, political developments already contrasted sharply with Tinbergen's predictions. The communist economies collapsed, and economic policy in western countries began to take on an increasingly liberal orientation. Privatization and deregulation were high on the political agenda in all industrialized countries.
The shift in the trend in ownership policy which has taken place in Sweden coincides with this overall pattern. As we will document in greater detail below, Sweden led the way among western countries in realizing Tinbergen's convergence hypothesis. But once the trend shifted, Sweden became one of those countries whose business sector underwent the most rapid globalization. Strong increase in international ownership and corresponding decline in Swedish institutional ownership.
Ideological and Political Background
The goal of socialism was certainly distant until the 1970s. In the early ideological discussion after the war there was, however, no ambiguity on the question whether the goal would eventually be reached. 1925-26 and 1932-49 . He maintained that, in the long run, the large industrial corporations had to be converted into "social enterprises without owners". In such enterprises individuals could still be shareholders, but the shareholders would no longer be residual claimants.
Moreover, wages should be set in wage negotiations, dividends should be tied to the level of interest rates in capital markets and all "excess profits" should remain within the companies.
The industrial policies actually pursued did promote development of the economy in accordance with the visions of the LO and Wigforss. Until the mid-1970s, however, very few direct measures were implemented to transfer ownership of firms from private hands to the government, although some steps were taken -especially in mining, steel and forestry -to increase direct state ownership of the corporate sector.
This policy has been termed "the historical compromise" (Korpi 1982 (Steinmo 2001; Katzenstein 1985) without the predominance of a few large firms and even fewer ownership groups (Reiter 2001) . From a Social-Democratic perspective, however, this historical compromise must have seemed like a temporary social contract. Along with industrial policy designed to adhere to the ideas of the LO and Wigforss, the notion of "the third step of socialism", i.e., "democratization" of ownership of Swedish industry, had many advocates within the labor movement.
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In a comprehensive historical study of the LO, Johansson and Magnusson (1998) describe how the trade union movement gradually developed a vision of "capitalism without capitalists". They claim that this vision is crucial, because it constitutes …the link uniting collectivism and market dynamics. As a result, capitalism can be salvagedwithout requiring powerful owners or capitalists. Redistribution of income can co-exist with high profits in the most dynamic firms (p. 121).
This idea was transformed into more tangible concepts in the mid-1970s. Explicit demands for increased collective ownership on a much grander scale were voiced at the 1976 LO Congress, where a plan was introduced for an inexorable transfer of ownership from private hands to collective "wage-earner funds"; see Meidner (1978) . This may be interpreted as a concrete plan for materializing Wigforss' original vision to convert large corporations into "social enterprises without owners". We will come back to the details and the implementation of this proposal in subsection 4.3. Here we will continue with an analysis of the background and motivation for the policies that precipitated the wage-earners fund proposal.
In Table 1 we indicated a number of important features of the economic policy during the first phase of the postwar period. As we shall see they all facilitated a transformation of the Swedish economy to socialism. Even if the policies were shaped within the framework of a long-term socialist vision, they should not be seen as part of a fixed plan to turn Sweden into a socialist country. The policies could also be motivated by more practical short-and 6 medium-term objectives, such as a more egalitarian distribution of income and wealth. One could also argue that they served to strengthen the power of the LO and the SocialDemocratic party.
The first feature of the policy was discouragement of individual wealth accumulation.
Obviously this was a policy line that eventually would facilitate a transformation to socialism. Innovations would no longer be associated with the efforts and brilliance of an individual.
Schumpeter maintained that entrepreneurs, along with a large number of selfemployed, constituted the requisite political base for a capitalist society. The numerous members of the small-business community formed the backbone of the bourgeoisie, without which capitalism would lose both its institutional base and its political legitimacy. But as production gradually became increasingly concentrated to a few large corporations, small firms would wane in importance. As a result, modern capitalism would undermine its own political and institutional base. Schumpeter also agreed with Marx that the increased concentration of production to large firms would go hand in hand with greater concentration of ownership. Eventually, popular resistance to socialization of the means of production would vanish, since the general public would consider the difference between the state and the few remaining giant corporations to be negligible. After the extinction of the bourgeoisie, there would be no influential group left in society to identify with and actively defend capitalism. Hence, capitalism was bound to be superseded by socialism as the economic system in mature industrialized economies.
From our perspective, the theories of both Marx and Schumpeter are relevant. 3 At the dawn of the postwar period, firm structure in Sweden was characterized by a predominance of large firms and highly concentrated ownership (Lindgren 1953 ).
According to Marx and Schumpeter in his later writings, small firms and entry of new firms were of marginal importance in the advanced capitalist economy. Wigforss hardly found this disquieting; this state of affairs would instead facilitate the desired collectivization and socialization of the productive capital stock. Furthermore, Wigforss (1952, p. 125-126) found it essential to focus on large industrial corporations for non-economic reasons:
Here is where the adversarial relationship between owners and employees is most fundamental, and where the collective form of ownership and management can most easily be used as a means to achieve more equality, freedom and solidarity. Their crucial importance for the national economy and the standard of living of the people is self-evident.
The policies of favouring large firms could also be motivated from a more short-term perspective. First, large firm predominance was a necessary requirement for the realisation of the vision of "capitalism without capitalists". An important feature of this vision was the idea that within this framework redistribution of income could be combined with a dynamic corporate sector. As already noted the predominance of large firms was also a necessary condition for the culture of compromise and negotiations that was an important part of the Swedish Model as developed by the Social Democrats.
One did not, however, at the time have to be a socialist or even a Social Democrat to favour large-scale production in large industrial corporations. Swedish corporate culture was certainly dominated by the people in the top echelons of the large Swedish corporations. It was also easy to find inspiration from prominent social scientists in other countries. In the 1950s and 1960s, probably the most influential thinker on these counts was John Kenneth Galbraith (1956 Galbraith ( , 1967 . Galbraith forcibly argued that in a modern industrial society, innovative activity as well as improvements in current products and production processes could be carried out most efficiently within the realm of the large industrial corporation.
Individual efforts, and hence individual incentives, had dwindled in importance. Galbraith 3 The relevance of Schumpeter´s theories in a Swedish context is further explored in Henrekson and Jakobsson (2001) , and the relevance of Marx's theories has been stressed by Hernes (1991) .
thereby provided an important rationale for an economic policy favouring large corporations that was accepted in much wider circles than the Social Democratic Party.
A third feature of the overall policy was the favouring of institutional ownership.
Obviously, this policy is very close to the Wigforss vision of "ownerless" companies. It could also be seen as a natural way of obtaining wealth accumulation without a more unequal individual wealth distribution. It could also be seen as a means of strengthening the political sphere in relation to the sphere of capitalists. Many of the institutions are at least indirectly under political control.
A seemingly paradoxical feature of Phase 1 in the postwar period is the fostering of further concentration of private ownership. The relative power of the wealthy few was even more enhanced by very weak protection of minority shareholders (Agnblad et al. 2001) . By allowing shares with different voting rights and pyramiding Sweden was together with
Switzerland extreme when it came to deviation from the Anglo-Saxon one share-one vote model in the stock-market (David and Mach 2002) .
This fits into the Marxian picture of a small and well-defined class of capitalists and a large and equally well-defined class of wage-earners. In terms of the long-term socialist vision it is obviously an easier task to remove a small group of capitalists from the economic scene than a large one. The legitimacy and the political backing for capitalism is obviously is diminished with a shrinking number of capitalists.
On a more practical level, various writers have underlined the importance of a concentration of ownership as a prerequisite for the Swedish model of bargaining and compromises between the different elites (Katzenstein 1985) . It is also a general observation that weak minority protection of shareholders is a common feature in countries with strong worker protection (Hall and Soskice 2001; Fehn and Meier 2001) . The Swedish pattern fits very well into this picture. The relatively strong position of the well-established capitalists could thus be seen as an implicit part of the Swedish historical compromise. A government commission has also pointed out that trade unions explicitly favor concentrated ownership in large firms since " the existence of one strong owner (could) facilitate trade union activities." (SOU 1986:23, p. 143) The last policy feature was the strong obstacles to foreign ownership. Until the mid1980s, the issue of foreign ownership was negligible in the ideological debate. From a SocialDemocratic point of view, it is obvious that a sizeable foreign-ownership share of Swedish industry was not compatible with the visions of the LO and Wigforss. In retrospect, it is also difficult to identify any other groups that systematically argued in favor of lowering the threshold for foreign ownership. Neither pro-market economists nor the nonsocialist opposition regarded this as an important issue. Thus, the regulatory measures protecting domestic owners were hardly debated at all while they were in place -they seem to have been taken for granted. It is therefore all the more surprising that the lifting of these regulations also came to be taken for granted.
Economic Policy
As a basis for determining the effects of ownership policies in Sweden, we need to document the tax and capital-market policies implemented between the 1950s and the 1970s. As shown in this section, such policies were well in line with the visions spelled out by Wigforss and the LO in the 1940s and 1950s. In the third subsection the wage-earner fund proposal is analyzed in the context of the ownership policies of Phase 1.
Tax Policies
A central element of Social-Democratic economic policy was to discourage wealth accumulation at the individual level. One important instrument used to attain this goal wasand still is -wealth taxation, which has largely adhered to the same principles throughout the postwar period. The amount exempt from wealth taxation has been adjusted for inflation roughly every five years. In 2000, wealth tax was levied at a rate of 1.5 percent of a household's taxable wealth exceeding SEK 900,000. The tax rate has been reduced since the mid-1980s. At that time the maximum tax rate was 3 percent.
The rules for assessing taxable wealth in the business sector are particularly important in the context of our analysis. Until the late 1970s taxable wealth amounted to 100 percent of the net worth of unlisted companies. As of 1992, there is no wealth tax on unlisted shares and the net worth of companies. As regards listed shares, 100 percent of the market value constituted taxable wealth until the early 1990s. This was reduced to 80 percent in order to avoid paying wealth tax on the deferred tax on unrealized capital gains. In practice, these rules resulted in very high real rates of wealth taxation on individually owned corporate assets in the 1970s and 1980s. The wealth tax was not deductible at the company level, so that funds required to pay the wealth tax were first subjected to the mandatory payroll tax and the relevant marginal income tax rate.
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On the other hand, capital gains taxation was designed so that it became exceptionally advantageous for individual owners to sell their firms. Until 1976, the taxation of long-term (> 5 years) realized capital gains on shares and the sale of partnerships was negligible.
Between 1976 and 1990, 60 percent of nominal capital gains were exempt from taxation for assets held more than two years, while 100 percent of nominal capital gains were subject to taxation for assets held less than two years.
As of 1991, capital gains are taxed as capital income at a flat rate of 30 percent. All nominal capital gains are taxed. For unlisted firms, where the owners themselves are active in the firm, the capital gains tax is higher. Typically it is on the order of 43 percent. Until 1990, dividends were subject to the owner's marginal tax rate on the order of 80-85 percent and before that a corporate tax rate of roughly 55 percent had been levied (see Davis and Henrekson 1997 for details). Thus, we note that the combined effect of taxation on capital gains, wealth, profits and dividends forcibly led individuals away from the ownership of firms before the 1990/91 tax reform.
Prior to the comprehensive tax reform in 1990/91, Swedish tax policy greatly disfavored new, small and less capital-intensive firms, while large firms and institutional ownership were highly favored. During an extended period of time, for three decades beginning in the early 1960s, there were extreme differences in taxation for different sources of finance and ownership categories: (i) debt was given the most, and issues of new shares the least favorable treatment; (ii) households/individuals were taxed substantially more heavily than other owner categories. From some point in the 1960s until 1990 more than 100 percent of the real rate of return was taxed away for a household buying a newly issued share. 5 To provide a sense of the magnitude of the distortions caused by the Swedish tax system, Table 2 lists effective marginal tax rates for different combinations of ownership and sources of finance. Three categories of owners and sources of finance are identified, and the effective marginal tax rate was calculated assuming a pre-tax real rate of return of 10 percent. A negative number means that the real rate of return is greater after than before tax. The distortive traits of the system were most prominent around 1980. Tax rules benefiting debt financing relative to equity financing and institutional relative to individual ownership, systematically favored large, real-capital-intensive, publicly traded and well-established firms.
This encouraged capital accumulation and investments in existing firms without creating conditions conducive to wealth formation at the individual level. King and Fullerton (1984) . The average holding period is assumed to be 10 years. Source: Calculations provided by Jan Södersten; see Södersten (1984 Södersten ( , 1993 .
In a series of reforms between 1985 and 1994, the distortions in tax wedges across different owners and sources of finance were to a large extent evened out. After 1995, the differences in tax wedges increased once again, largely following the previous pattern.
However, the tax system at the beginning of the 21 st century is very far from the extreme situation prevailing before the 1990/91 tax reform.
The distortions in the tax system in Phase I did not have much of an impact on the relative situation of Swedish vs. foreign owners, since foreign ownership was subjected to restrictions. But when the restrictions on foreign ownership were lifted in Phase II, the focus shifted to the relative treatment of foreign and Swedish owners. The new system represented a significant step towards neutrality among Swedish owners. However, the tax burden on Swedish individual ownership remained heavier than the tax burden on individual ownership in most other countries. Following deregulation, this difference became economically significant.
The fact that the tax burden varies in accordance with the tax rules in the respective owner's home country has to be taken into account when analyzing the new situation. It is probably reasonable to assume that roughly the same tax wedges as in Sweden apply to taxexempt institutions. Notes: The household is assumed to pay full wealth tax (on 80% of the market value) on its shareholdings. An individual foreign owner has the same tax burden as a foreign investment fund in those countries where there is no wealth tax on shareholdings and where dividends are taxed at the firm level only; cf. Table 4 . 
Capital-Market and Savings Policies
A policy aimed at high aggregate investment and saving rates and low private wealth accumulation provides a stiff challenge for capital-market policy. These aims were fulfilled in Phase I by a combination of large public savings surpluses, tax policy and a highly regulated capital market. The central government often had an overbalanced budget and the social security system had large surpluses. The mandatory national pension system (ATP) instituted in 1960 transformed the public sector into the most important supplier of credit. Large surpluses were accumulated in the national pension funds, the so-called AP funds. In the early 1970s, the AP funds accounted for 35 percent of total credit supply and close to two thirds of net saving took place in the public sector in the 1960s and 1970s (Pontusson 1992) .
Until the deregulation of credit markets in the mid-1980s, the effective real rate of interest after tax was invariably very low and, in most cases, strongly negative. Hence, the price of capital could not function as an efficient allocative mechanism in capital markets, as investments with a low and even negative social rate of return became privately profitable given that credit was granted.
Saving was either the result of noneconomic considerations as in the public sector, or induced through strong tax incentives within the business sector. The banks provided the household sector with saving incentives by letting bank saving serve as an entry ticket into the highly subsidized housing market. In general, credits were granted through politically determined quotas. Since the real borrowing cost was negative, the granting of a loan implied a subsidy to the firm, where the size of the subsidy was directly proportional to the size of the loan. 6 Generally, there are strong reasons to believe that a rationed credit allocation system of this type is highly advantageous for large, incumbent firms (SOU 1982:52) . In addition, a number of supplementary schemes also tended to favor incumbent firms.
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One important consequence of credit-market regulations has been weak saving incentives. This effect was reinforced by the tax system. The desired outcome was to curb individual wealth accumulation. It is clear from Table 5 that household saving in Sweden has been low by international comparison. Since saving is the means by which wealth is accumulated, the effects of this overall policy linger for a long time, even if the incentives for private wealth accumulation are substantially strengthened. Statistics 1960 Statistics -1980 Statistics and 1960 Statistics -1995 OECD, Economic Outlook, Vol. 65, 1999. The low level of household wealth accumulation that resulted from these capitalmarket and tax policies in turn contributed to a deterioration in the conditions for entrepreneurship and start-up activity. The availability of equity financing is a critical factor for both start-ups and the expansion of incumbent firms. In general, the riskier the business, the greater the reliance on equity relative to debt financing. The existence of collateral notwithstanding, a sizeable infusion of equity is often a prerequisite for obtaining credit. In addition, a large infusion of equity by owners signals their belief that the project offers favorable risk and return characteristics, thereby increasing the willingness of banks and other outsiders to grant credit. The smaller and newer the firm, the greater the difficulty for outside financiers to assess the viability and profitability of the proposed investment project. Thus, ceteris paribus, small and newly established firms are more dependent on equity financing as compared to large, well-established firms. There is substantial scientific evidence in support of the idea that an individual's or firm's wealth position has important effects on the probability of becoming an entrepreneur and the propensity to expand (Evans and Leighton 1989; Evans and Jovanovic 1989) . Several studies also find a positive relationship between private wealth formation and start-up activity; see, e.g., Blanchflower and Oswald (1998) and Lindh and Ohlsson (1996) .
One important part of the regulatory framework during Phase I consisted of impediments to foreign ownership of Swedish firms and Swedish real estate. These rules stipulated that foreign direct investments and acquisitions had to be approved by public authorities and that foreigners were not permitted to acquire real estate. In addition, shares in Swedish companies were divided up into so-called restricted and unrestricted shares; the former could only be acquired by Swedish citizens. 8 In practice, these rules precluded extensive foreign ownership of Swedish companies until the mid-1980s.
Wage-Earner Funds
A very ambitious plan to transfer most of the privately-owned business sector into collective ownership was developed within the labor movement in the mid 1970s. This wage-earner fund scheme was designed to entail a gradual transfer of ownership of all firms with more than 50 employees to wage-earners as a collective group. Firms would be obligated to issue new shares to the wage-earner funds corresponding to a value of 20 percent of their profits.
Thus, the more profitable the firm, the more rapid the transfer of ownership. As an illustration, assuming a rate of profit of 10 percent, it would take 35 years for the wage-earner funds to obtain a majority equity share in an individual company. The wage-earner equity thus acquired was intended to remain in the firm as working capital.
Since the shares would not be traded, labor's influence on the allocation of investments across firms was not intended to increase -at least not in theory. But it is quite clear that the authors of the plan regarded wage-earner funds as a means of "democratizing" corporate investment decisions of strategic significance for society as a whole. For example, they claimed that wage-earner funds might prevent Swedish multinational firms from moving employment and R&D abroad (Meidner 1978) . These explicit proposals to infringe on private ownership implied a break with the historical compromise. In due course therefore, the wage-earner fund proposals met with unprecedented opposition from capital owners.
Moreover, the original proposal never gained full acceptance within the SocialDemocratic Party itself. Subsequent joint proposals from the LO and the Social Democrats were less radical than the original plan. Politically, all proposals were blocked until the Social Democrats returned to power in 1982. By this time, public opinion had shifted against wageearner funds, but under pressure from the LO, the government implemented a considerably diluted version in 1984. Most importantly, the build-up of wage-earner funds was restricted to seven years. These funds were abolished in 1992 by the then non-socialist government.
The Effects of the Policies Pursued
We have already pointed out the link between political ideology and the policies pursued. We now address their effects on outcomes. Let us begin by examining the situation at the end of the 1940s. According to calculations in Spånt (1975) , households then held 75 percent of all Swedish listed shares. These calculations apply to final owners, which implies that ownership by investment companies and other intermediate owners has been netted out. The final owner categories are households, institutions and foreigners. Private ownership was highly concentrated at this point in time. 9 This is clearly documented by Lindgren (1953) in a study based on the 1945 Swedish Census. He shows that 6-7 percent of shareholders controlled 65-70 percent of the stock-market value. His findings regarding ownership control in the largest companies (more than 500 employees) are of even greater interest in our context. In no less than 60 percent of large firms, a single individual represented the majority of the votes at the shareholders' general meeting. In more than 90 percent of these firms, three or less owners constituted the majority at the shareholders' meeting.
In addition, the same individuals or families frequently held a majority position in a number of firms. Against this background, the then leader of the Communist party C. H. Hermansson (1962) coined the expression "the fifteen families" who, in his view, controlled Swedish industry. This notion was later confirmed by a government commission on ownership concentration (SOU 1967:7) and by Glete (1994) . In terms of Shumpeter's (1942) analysis, Swedish industry was -already at this stage -rather close to the point where socialization of the industrial sector would become politically inevitable. As we have discussed at some length, the tax policies initiated at the beginning of the postwar period promoted an increasing institutionalization of business ownership, although it also spurred the development towards increased concentration of ownership and firms.
In the preceding section, we noted that the policy package discouraged wealth accumulation at the household level and strongly favored institutional ownership of the business sector. While confronted with a sizeable increase in institutional ownership as well as policies aimed at discouraging private ownership, it is enigmatic that a single family has been able to consolidate its dominant position to such an extent. In practice, of course, a controlling interest in a company relies on a smaller share of equity capital over time. The Wallenbergs were much more proficient than other well-established families in taking advantage of the ownership vacuum brought about by far-reaching institutionalization of ownership during the postwar period (Lindgren 1994) .
In a political perspective, however, this trend does not necessarily seem inconsistent.
In fact, it adheres to the pattern predicted by Schumpeter (1942) , whereby private ownership would become increasingly concentrated. According to Schumpeter, concentration of ownership progresses towards a socialist takeover of power, whereas extensive distribution of ownership lends legitimacy to capitalism.
The policy effects relevant to our analysis may be summarized in a number of stylized facts which characterized the business sector in Sweden at the end of Phase I. They indicate that the outcome of overall policy was not only as intended, but also as expected, given the underlying system of rules and regulations:
• Household saving in Sweden has been very low throughout the postwar period compared to other rich countries. This, in turn, has resulted in low financial wealth per capita relative to other countries; see Tables 5 and Pålsson (1998) .
• The institutional ownership share of the business sector was in all likelihood very high by international standards by the late 1980s when the internationalization of business ownership began to take off.
• The foreign ownership share of the Swedish business sector was small until the late 1980s; see Figures 1 and 2. • Corporate control of the largest firms has been dominated by just a few families (Glete 1994 ).
• The debt-equity ratio in the Swedish business sector had been rising for a long time and was very high when the deregulation of financial markets began in 1985 (Josefsson 1988 ).
• The establishment of new firms and small firm activity have been -and probably still are -low by international comparison (Delmar and Davidsson 2000; GEM 2000) .
• Large firms eventually became more predominant in Sweden than in almost any other country (Jagrén 1993; Davis and Henrekson 1997) and the willingness to grow among small firms has been weak (Rickne and Jacobsson 1999; Henrekson and Johansson 1999; Davidsson and Henrekson 2002 ).
• Popular support for a capitalistic, privately owned business sector fell to very low levels (see Section 6).
All things considered, the business sector in Sweden in the early 1980s found itself in a position not far removed from the early postwar visions of the LO and Wigforss. With a corporate sector dominated by a few large firms and sustained by a small and highly concentrated volume of private wealth, socialization à la Schumpeter (1942) probably seemed more like a mere formality than a fundamental change of system. But the course of events was to take another route.
The Turning Point
Our somewhat stylized account of developments in general, and policy towards the business sector in particular, resembles a straight line that would ultimately lead to socialization of the corporate sector in one way or another. The wage-earner funds could be seen as a logical endpoint of that line. Instead their introduction and their subsequent abolishment came to represent a turning point. From among the numerous and complex explanations for this turn of events, we highlight some of the circumstances which are significant in the context of our analysis.
During the late 1970s the major industrial countries witnessed a renaissance of the market economy. It was precipitated by many factors, including disappointment at the results of extensive public intervention in the west and the failure of the planned economies in the east.
11 These developments, along with the first signs of collapse of the socialist economies in the Eastern bloc, would have led to increasing isolation if Sweden had continued on a socialist course.
The long period during which large firms had predominated while small firms had been increasingly marginalized came to an end in the late 1970s. Entrepreneurship experienced a global resurgence. The decrease in the average size of firms in the industrialized countries since the 1970s has been documented by, e.g., Brock and Evans (1986) , Loveman and Sengenberger (1991) and Acs (1999) . There are several reasons why this occurred:
• Coase (1937) used transaction-cost analysis to explain why many activities were carried out more efficiently within a firm than through deliveries between independent firms, i.e., outside the purview of the market. However, technological change in recent decades has resulted in a dramatic reduction in transaction costs in the market, which has led to increased specialization across firms and sharper focus on each firm's core activity.
Outsourcing and corporate downsizing are concrete manifestations of this change (Carlsson 1999; Piore and Sabel 1984) . These underlying changes have also made it easier for small and new firms to exploit their comparative advantage regarding the introduction genuinely new products and production methods. Still, large firms often excel in increasing productivity in the manufacture of existing products, while totally new products are often produced more efficiently in newly established firms (Baldwin and Johnson 1999; Audretsch 1995 ).
• Since the 1960s, there has been a sizeable shift away from industries characterized by large firms and establishments (manufacturing, extraction, construction) towards service industries where, as a rule, firms and establishments are smaller (see e.g. Davis, Haltiwanger and Schuh 1996) .
• In tandem with increased incomes, consumers have come to demand more differentiated products rather than standardized products suitable for large-scale production and distribution (Piore and Sabel 1984; Carree and Thurik 1999) .
• Small entrepreneurial firms can often act as crucial agents of change. Such firms are also motivated to grow and, hence, they are likely to play a particularly important role in the growth process (Audretsch 1995) .
• The small business sector can also function as an inexpensive mechanism for identifying and developing entrepreneurial and managerial talent (Lucas 1978) .
The first two factors reveal that more goods and services than previously were produced more efficiently in smaller firms and establishments -for structural as well as technological reasons. The last three factors are more dynamic. They imply that to a greater extent than earlier, small and new firms are better suited for contributing to technological and organizational renewal. As a result, growth is profoundly manifested by the expansion of small entrepreneurial firms with viable business concepts (Birch and Medoff 1994) . It is also likely that the deregulations introduced in Sweden towards the end of the 1970s undermined the monopoly power of well-established firms, thereby generating new business opportunities for entrepreneurs and small companies. To the extent that this is correct, the underpinnings of Schumpeter's theory and Wigforss' vision had been dislodged.
In Sweden, these trends were accompanied by a noticeable change in public opinion regarding the private sector and entrepreneurship. In Table 6 we report the results from two questionnaires where a representative sample of individuals had been asked about their attitudes towards entrepreneurship and business conditions. In 1978, only 30 percent of the respondents thought it was important to encourage entrepreneurship and the formation of firms. In the 1980s, attitudes towards this issue changed dramatically and by the mid-1980s, approximately three-quarters thought this was important. Perhaps even more striking is the fact that in 1978, only 37 percent of the respondents thought business leaders/entrepreneurs were most efficient in running a firm. In the 1990s this had also changed and by 1997, the percentage who thought that business leaders/entrepreneurs were the most efficient was so high that the question had virtually lost its relevance. The reversal in popular attitudes towards self-employment, entrepreneurship and private industry in recent years has been confirmed in a number of studies. Puranen (2001) Schumpeter's prediction that popular support for a capitalist private sector would be dislodged by the growing dominance of large firms appears to have prevailed in Sweden until the end of the 1970s. After that, however, there was an about-face in public opinion. As of the early 1980s, hardly any popular support remained for socialization of the corporate sector.
Wage-earner funds were introduced in 1984 despite negative public opinion, although the model actually implemented was a half-hearted version of original ambitions. The wageearner funds were probably important also in that they provided the igniting spark for the mobilization among Swedish industrialists in defense of private ownership and entrepreneurship.
14 Otherwise during the 1980s, Swedish policy proceeded into alignment with a market economy, particularly after financial markets were deregulated. Important aspects of this trend 12 Poll taken by TEMO; reported in the Swedish newspaper Dagens Nyheter, May 30, 1998. 13 However, it is still unclear whether these positive attitudes will be translated into substantial start-up activity. Delmar and Davidsson (2000) , Henrekson (2002) and GEM (2000) find that the number of nascent entrepreneurs relative to the active-age population was still low in Sweden at the end of the 1990s relative to other comparable countries. 14 Blyth (2001) even claims that this counter-mobilisation is the most important explanation for the turning point. In our opinion this is a gross exaggeration.
in the context of our analysis include a repeal of currency restrictions and gradual removal of the obstacles to foreign acquisition of Swedish firms. But how could this policy reversal be in line with the interests of the Social-Democratic government at the time? This is of course a highly complex issue with no simple answer. As stressed by Jörnmark and Strandberg (2002) , the large Swedish multinationals had ample opportunities to circumvent the foreign exchange regulations and the government had already since the 1970s been generous in granting Swedish MNFs the right to acquire foreign exchange for their expansion abroad. Moreover, the deregulation of the credit market in the early 1980s made it necessary to allow insurance companies and other financial investors to buy foreign assets in order to avoid domestic asset inflation. At the same time, these changes put pressure on the capital balance and it became necessary to allow foreigners to invest in Swedish assets as well; in 1989 all remaining foreign exchange controls were lifted. It is unlikely that the people involved in this process at the time were fully aware of the implications for the ownership of Swedish industry in the longer term.
five employees in the business sector (21 percent) worked for a foreign firm (ITPS 2002 Strandell (2000) reports that at the end of 1999, manufacturing and services were well represented among the 30 largest foreign-owned companies in Sweden. The dominance of foreign ownership is particularly evident in the pharmaceutical industry, with an ownership share of 86 percent. The trend is similar in all industrialized countries, but much more pronounced in Sweden.
This is manifest in Figure 3 , which shows inward and outward foreign direct investment flows as a share of gross capital formation in a number of industrialized countries during the period 1994-99. From the mid-1990s, inward FDIs are very large in Sweden both in an absolute sense and compared to other countries. On average, they correspond to 55 percent of total gross investment. This figure may be compared to a corresponding level of 31 percent in Ireland, the country which is usually mentioned in this context. According to our analysis, this is largely due to the wealth and ownership policies pursued in Sweden, especially during the first postwar phase. As a result, the volume of domestic individual wealth in Sweden remained very low in an international comparison; in the mid 1990sfinancial wealth per capita was roughly 20 percent of the US level and 30 percent of the German level (Pålsson 1998) . This has precluded Swedish business ownership interests from fully participating in the restructuring of international business, which, in turn, is an essential component of the globalization process.
In many instances, institutional ownership appears to be more appropriate for managing a given firm structure than for aggressively participating in restructuring aimed at enhancing an explicit ownership position. An important aspect of institutional ownership in Sweden is related to the legal rules for tax-exempt family-endowed foundations. As a prerequisite for tax exemption, such foundations are obligated to donate 80 percent of their dividend income to charity. This not only diminishes their financial strength, but is also suspiciously similar to a tax -except that the foundation is able to determine how the "tax" will be used. In any event, the system generates incentive problems. When dynastic ambitions cease to serve as a sufficiently strong incentive, such foundations would no longer be able to maintain their competence as owners to the same degree as those who can freely dispose of their returns.
International procurement of firms takes place by means of a process of portfolio adjustment as well as restructuring through mergers and acquisitions. In both of these areas, dependence on large firms implies that as compared to other countries, Sweden has been more involved in the globalization process (see Figure 3) . In terms of portfolio adjustment, a foreign investor will give priority to large companies. They usually offer the best information and transparency (Dahlquist and Robertsson 2001) , and it is relatively easy to compare large companies with their counterparts in other countries. Moreover, when diversifying, it is likely that an investor has to confine himself to a limited number of international firms; it thus seems preferable to stick to large companies.
In terms of restructuring, large Swedish companies are highly internationalized, with operations in many different countries. As a result, they are engaged in the extensive worldwide restructuring process prompted by internationalization and globalization. This, in turn, enhances foreign ownership in the Swedish corporate sector. The relatively small volume of domestic wealth (Pålsson 1998 ) makes it difficult for Swedish ownership to assert itself in the process. In addition, since tax rules still favor foreign ownership, Swedish-owned firms tend to be undervalued in relation to their foreign counterparts. It is therefore not surprising that owners of Swedish firms find it hard to resist takeover offers, even from relatively similar companies.
On the whole, we anticipate that within a few years, the majority of large companies in Sweden will be foreign owned. Given the domestic dominance of large firms, Sweden will soon find itself among those industrialized economies with the greatest degree of foreign ownership. Over a comparatively short period of time, the trend in the Swedish business sector has shifted -from negligible foreign ownership and a long-run vision of socialist ownership, to a rapidly increasing share of foreign ownership and influence.
At the same time there has been a dramatic shift in corporate governance, i.e., the mechanisms by which corporations and their managers are governed. Until recently, Swedish firms operated in a corporatist environment where capital markets and shareholder value played a subordinate role. The change in ownership that we have described is part of a major restructuring of the Swedish business sector orchestrated by the capital market, by means of mergers and takeovers. The situation in Sweden is in many ways similar to that in the U.S. as described in Holmstrom and Kaplan (2001) . The difference is that the mergers and takeovers 
Concluding Remarks
The dramatic transformation of ownership policy and ownership structure analyzed here implies profound structural change, with extensive effects in the economic as well as the political sphere. We have attempted to survey this development and explain the underlying impulses.
The key issue addressed in this essay has been the factors which generated the highly pronounced break in the trend, around the mid-1980s, regarding the ownership structure of the Swedish business sector. Our conclusion is that the policy switch which occurred internationally during the 1980s had a significant effect, but an important additional factor in Sweden, however, was the reciprocal relation between earlier ownership policy, supported by a long-run socialist vision, and international deregulation during the 1980s. The policy initially formulated on the basis of this socialist vision "packaged" the Swedish business sector in such a way that it became susceptible to foreign takeover. The opportunity was provided as soon as deregulation towards international markets had occurred. This effect is due to three main aspects of the policies pursued during Phase I: (i) individual wealth accumulation was discouraged; (ii) institutional ownership was stimulated relative to individual ownership; and (iii) overall policy magnified the (already strong) dependence on large companies in Sweden. The mirror image is that new and small firms were at a relative disadvantage. In addition, there were strong obstacles to foreign ownership of Swedish companies. Hence, as soon as financial markets had been deregulated, the same factors that paved the way for socialization and/or collectivization of ownership in a closed capital market facilitated foreign takeover of the Swedish business sector.
We have not investigated the effects of the development outlined here. This provides a broad field for further research. For the time being, we point out three areas where the effects could be significant.
Productivity and economic efficiency. There are two principal reasons to expect that increased foreign ownership will give rise to higher productivity and greater efficiency in firms. First, it is well documented that the transfer of technology from the home country to the host country usually occurs through multinational companies; see, e.g., Blomström and Kokko (1998) and Baldwin, Braconier and Forslid (1999) . As a result, the R&D investments of Swedish multinationals have generated increased productivity in their foreign subsidiaries (Forss 1996) . The inflow of direct investments implies that Sweden is now in a position to be on the receiving end of this international transfer of technology.
In general, the greater capital mobility inherent in foreign ownership can be counted on to increase the efficiency of investments, thereby contributing to higher productivity in the economy. In a study of the effects of takeovers in Sweden, Modén (1998) found that productivity had risen more in cases where the units had been acquired by foreigners as compared to takeovers by Swedish investors. Convergence in other policy areas. We have mainly discussed convergence in ownership policies. The idea of the Washington consensus and a general convergence towards the Anglo-Saxon paradigm refers to economic policy as a whole. There are, however, strong links between ownership policies and corporate governance on the one hand and general economic policy on the other. Increased internationalization of the business sector in a country leads to greater sensitivity regarding the differences among countries in terms of corporate rules and regulations. In an internationalized environment, firms have considerable freedom to choose the most economically advantageous location for their activities.
Decorporatization of
Theoretically, this will limit national governments' prospects for taxing and regulating firms;
it might even lead to institutional competition between countries. Such competition would obviously be a strong force in the convergence of economic policy in general.
The Swedish model of our Phase 1 could clearly be classified as a are coordinated market economy (CME). The rapid globalization of the Swedish business sector implies that the Swedish corporate governance regime has approached the Anglo-Saxon or liberal market economy (LME) model. A pertinent question then is whether this will lead to more general adaptation to Anglo-Saxon policies. 18 So far, this remains an open question. In various areas, Sweden has adapted its policy to a more market liberal course. 19 In other areas, the old policies prevail. The size of the public sector is still extremely large, to take one example. The current political trend is to hold on to what is left of the old Swedish model. The ultimate outcome will be determined by how well the new liberal production regime performs alongside the ambitious welfare state still in place in Sweden. However, it seems reasonable to hypothesize that the current system, combining an almost fully liberalized market for corporate control with perhaps the most highly regulated labor market regime in the industrialized world (Hall and Soskice 2001) , gives rise to a great deal of tension and the degree of tension is unlikely to subside. 
